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THE 1998 TAX REFORM PROPOSAL  
FRINGE BENEFITS TAX AND NONPROFIT ORGANISATIONS 
 
by Dr Myles McGregor-Lowndes, Queensland University of Technology, 
m.mcgregor@qut.edu.au 
 
Current FBT Arrangements for Nonprofit Organisations 
 
Fringe Benefits Tax (FBT) is a tax payable by employers on the value of certain 
fringe benefits that have been provided to their employees or to associates of those 
employees. It was introduced on 1 July 1986 to improve the equity of the taxation 
system because non-salary and wage benefits were escaping the taxation base. FBT 
ensures that tax is paid on those fringe benefits provided in place of, or in addition to, 
salary or wages of employees.  
 
Taxation policy could have dealt with the problem of non-taxable fringe benefits by 
taxing them in the hands of employees or refusing employer’s taxation deductions for 
such payments. Taxing benefits in the hands of employees, as are cash salaries and 
wages, would be the orthodox and theoretical response. However, it was consciously 
decided to tax employers, rather than employees who received the benefit, as this 
would be more efficient revenue collection. This is principally because there are 
fewer employers than employees and better compliance can be achieved. Thus fringe 
benefits are free of income tax in the hands of employees, and generally, the cost of 
providing fringe benefits may be claimed by employers as an income tax deduction. 
FBT paid by the employer may also be an allowable deduction for income tax 
purposes. 
 
Nonprofit organisations are also employers who give their employees fringe benefits. 
However, they are usually exempt from income tax and cannot claim a tax deduction 
created by FBT as they have no income to deduct it from. To overcome this issue, two 
strategies have been adopted,  
 
1. an exemption from paying FBT, or 
2. a substantial rebate of FBT paid.  
 
It is important to note that the policy that drove FBT to a technically impure 
option was the efficiency of tax collection, if this option had not been chosen, then 
no corrective exemptions or rebates would have been necessary for nonprofit 
organisations. 
 
Fully exempt nonprofit entities that are, 
 
- Public Benevolent Institutions (PBI),1 
- religious organisations providing religious practitioners benefits principally 
because of their pastoral duties or other duties relating to the practice, study, 
teaching or propagation of religious beliefs,2 
                                                          
1 Section 57A Fringe Benefits Tax Assessment Act 1986. 
2 Section 57 Fringe Benefits Tax Assessment Act 1986. 
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- staff accommodation and meals at religious institutions and houses,3 
- live in residential care workers of elderly or disadvantaged persons,4 and  
- public government owned hospitals that are regarded as PBIs 5  
 
are not required to pay or file returns of FBT. The main category of exemption is 
Public Benevolent Institutions (PBI). Not all nonprofit entities are PBI, and not even 
all charities are PBIs. A PBI is a nonprofit organisation that has as its main purpose 
the relief of poverty, distress, suffering, sickness, misfortune, destitution or 
helplessness. The definition can have some hard boundaries, for example, marriage 
guidance organisations and ACOSS are not classified as PBIs.6 PBIs are not required 
to pay any FBT on fringe benefits provided to their employees and neither are their 
employees. There is no cap and 100% of an employee’s salary could be sacrificed. In 
many instances the exemption’s benefits have been split between the nonprofit 
organisation and the employee. This allows the nonprofit organisation to fund 
increased salaries of employees through the exemption. Over the last few years a 
series of industrial awards have been made for the community sector which have 
dramatically increased salaries. Government grants and contracts to the community 
sector often contain provisions that an organisation’s staff will be paid the new 
awards. In the welfare sector it is now common for industrial awards to include a 
provision for salary sacrificing using the FBT exemption. There has not been a 
proportionate rate increase in such contracts and grants to compensate for such salary 
increases. Price competition in nonprofit markets such as health, education and 
competitive labour market programs have also pushed organisations into using salary 
packaging as a way of reducing costs. One example, is the aggressive use of salary 
packaging by government hospitals to reduce costs and attract staff, which has in turn 
led nonprofit organisations competing for the same staff to match such packages. 
 
It is also common for the nonprofit organisation to leverage this advantage even 
further. Sales tax exempt organisations usually purchase the fringe benefits to be 
provided (eg a car or computer) using its sales tax exemption. This can result in a 
considerable saving, as luxury cars attract a sales tax of 45% for cars over about 
$54,000. One may have thought that a good would be only sales tax exempt if used 
predominantly for the purposes of the exempt organisation, not for the private use of 
an employee with no obligation to bring it anywhere near the workplace. The 
argument that the ATO has apparently accepted, without official ruling, is that if the 
good is for the use by the exempt organisation in the payment of wages and it is  
therefor exempt. It is this sales tax anomaly which is driving much of the salary 
packaging in luxury cars. A leased luxury car with sales tax  exemption will have a 
much lower cost to the nonprofit organisation because of the higher sales tax and a 
better resale value. 
                                                          
3 Section 58T Fringe Benefits Tax Assessment Act 1986. 
4 Section 58 Fringe benefits Tax Assessment Act 1986. 
5Section 57A(2) Fringe Benefits Tax Assessment Act 1986. 
6 Marriage Guidance Councils can have funds which are tax deductible, but the organisations 
themselves are not classed as a Public Benevolent Institutions because of the case of Marriage 
Guidance Council of Victoria v Commissioner of Pay-roll Tax (Vic) 88ATC 2,080 and the ACOSS 
because of the case ACOSS v Commissioner of Pay-roll Tax (NSW) 85 ATC 4,235. 
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A second category of nonprofit organisations may claim a rebate from the ATO. They 
include: 
 
 - a religious institution, 
 - a nonprofit scientific institution, 
 - a scientific, charitable or public educational institution, 
 - a hospital other than a government hospital, 
 - a trade union, 
 - an association of employers, 
 - a nonprofit musical, art, science or literature club, 
 - a nonprofit animal racing club, 
 - a nonprofit community services club, 
 - a nonprofit association promoting the development of aviation or tourism, 
and 
- a nonprofit association promoting the development of agricultural, pastoral, 
horticultural, viticultural, manufacturing or industrial resources of Australia.7 
 
These organisations were required to pay FBT, however they are entitled to claim a 
rebate of  48%, instead of a tax deduction that they would have been able to claim if 
they were a for profit entity in the same position. 
 
The annual Tax Expenditures Statement (TES) identifies tax concessions and how 
much they cost the Treasury. The 1996-97 TES8 includes some estimates of FBT 
concessions that are extracted in Table 1. One should note that “the estimates are 
based on the gross cost of revenues of the exemption, not allowing for any rebate that 
might otherwise have been claimable.”9 Also FBT exemption figures for State 
Hospitals that are fully FBT exempt were revised upward by $50 million after receipt 
of information from the health sector.10   
 
In 1997-98 the total tax expenditures for FBT in respect of nonprofit organisations is 
estimated to be $560 million, being about 3% of Australian tax expenditure. Public 
hospitals (State Government) have since 1993-4 increased their FBT expenditure over 
threefold to a $180 million expense to the revenue. Public Benevolent Institutions 
have increased their FBT expenditure nearly fivefold to $160 million during the same 
period. Both groups are estimated to increase their use of FBT by $10 million a year 
each over the next two years. 
 
The FBT taxation expenditure is the largest recorded component of tax concessions 
for nonprofit organisations. Any dramatic alteration of the exemption has the potential 
to severely impact on the sector and a transitional period is warranted. 
 
 
                                                          
7 Section 65J, Fringe Benefits Tax Assessment Act 1986. 
8 Treasury, Tax Expenditures Statement 1996-97, Canberra, December, 1997. 
9 Ibid, at p. 3. 
10 Ibid, at p. 3. 
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Proposed Reforms 
 
The Government’s white paper,  Tax Reform not a new tax a new tax system11 (Tax 
Reform Paper)  announces new policies on Fringe Benefit Tax provisions (FBT). The 
policy claims to make the FBT provisions fairer for all taxpayers by, 
  
1. identifying an employee’s fringe benefits on their group certificates so such 
sums may be included in qualification tests for various surcharges and 
benefits; 
2. stopping overuse of the concessional FBT treatment of public benevolent 
institutions and certain other not-for-profit organisations; 
3. extending FBT to shareholder benefits in excess of $1,000 per annum; and 
4. extending FBT exemption for remote area housing. 
 
The first measure is to take affect from 1999-00 FBT year and the others from 2000-
01 FBT year. 
 
It is the second measure that is of particular interest to nonprofit organisations. The 
measure as announced in the Tax Reform Paper is, 
 
“stopping overuse of the concessional FBT treatment of public benevolent 
institutions and certain other not-for-profit organisations. This will be done by 
limiting, for each employee, the value of fringe benefits eligible for 
concessional treatment to $17,000 of grossed up taxable value per employee of 
such organisations (equivalent, in broad terms, to the grossed-up value of an 
average 6 cylinder car and some additional minor benefits). Any amount 
above this limit will be subject to the normal FBT treatment.”12 
 
There has been some doubt in the community sector as to whether the reference 
“certain other not-for-profit organisations” referred to organisations other than Public 
Benevolent Institutions  (PBI) that were “FBT exempt” or nonprofit organisations that 
merely received a partial rebate on their FBT liability. 
 
This matter was further clarified by the release of the Fact Sheet How will reforms to 
FBT improve fairness? contained on the Government’s Tax Reform web site.13 It 
explained the reforms for nonprofit organisations in this way, 
 
“The first element of the reforms is the capping of concessional FBT treatment 
available to certain employers. 
 
An exemption from FBT currently applies to benefits provided by public 
benevolent institutions to their employees. A range of other non-profit 
                                                          
11 Commonwealth Treasurer, Tax Reform not a new tax a new tax system, AGPS, Canberra, August 
1998. 
12 Tax Reform Paper at p. 50. 
13 Fact sheet 151, http://www.taxreform.gov.au. 
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employers (eg schools, charities, trade unions and employer associations and 
most non-profit clubs and associations) are entitled to a partial rebate of FBT. 
 
- While the majority of eligible employers do not abuse these 
concessions, the fact that they are open ended means that there is scope 
for concessions to be exploited. 
 
The concessional FBT treatment (exemption or rebate) currently available will 
be capped at $17,000 of grossed up taxable value per employee. 
 
- The capped amount is broadly equivalent to the taxable value of an 
average Australian car plus some additional benefits. 
 
- Any amount of fringe benefits above this cap will be subject to 
normal FBT treatment. 
 
- Fringe benefits provided by religious institutions to religious 
practitioners will  not be affected by the measure.”14 
 
The fact sheet clearly mentions that rebateable organisations will be subject to the 
same cap as FBT exempt organisations such as PBIs which was not included in the 
details of the Tax Reform Paper. 
 
The Federal Treasurer in a radio interview on ABC’s AM program noted that 
outspoken churchmen who had complained about some of their tax advantages being 
taken away could not also call for the tightening of the tax system against tax 
avoidance. He mentioned the example of Porches being used in salary sacrifice 
arrangements.15 The Treasurer has been consistent on the issue of salary sacrificing. 
In his paper, The Australian Taxation System in Need of Reform, which he used to 
highlight why a major tax reform initiative was needed, he indicated that salary 
sacrificing as a major problem with respect to the tax base and equity.16  
 
The Labor Party in its election policy adopted the Government’s FBT policy. The 
Australian Democrats also agreed with the policy. Why all major parties came to this 
policy stance is revealed in Appendix A to this paper. It is a perception of abuse. 
 
An ATO general fact sheet on proposed FBT Reforms issued after the 1998 federal 
election further clarifies the issue stating, 
 
“Another tax reform measure which will impact upon public benevolent 
institutions is that from 1 April 2000, it is proposed that the current exemption 
from FBT for benefits provided by PBIs be limited to a grossed up value of 
$17,000 per employee. Any benefits  provided to an employee over this 
                                                          
14 Id. 
15 Interview with Peter Costello, by Matt Peacock on Monday 24 August, 1998 on ABC Radio, AM 
program. 
16 Peter Costello, The Australian Taxation System in Need of Reform, AGPS, Canberra, 1998, p. 8. 
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amount will be subject to normal FBT treatment. This measure will also limit 
the partial rebate of FBT currently available to a range of other non-profit 
employers. The concessional FBT treatment of these employers will also be 
capped at a grossed up taxable value of $17,000 per employee. Rebateable 
employers will still be required to report benefits over $1,000 for an employee 
from 1 April 1999.”17 
 
Consequences: 
 
1. Nonprofit organisations that are currently exempt from FBT (eg. PBI) at present 
will be: 
 
(a) subject to increased compliance costs as they have previously not had to 
account for FBT; 
 
The Australian Bureau of Statistics found in 1993 that FBT took small 
business an average of 2-5 hours a quarter at $25 an hour cost with the 
majority then having the return prepared by external accountants. The 
average cost of the accountant was $1,250.18 
A study commissioned by the ATO generally argued that such small 
business compliance costs were overstated because of the methodology 
used, but still found that FBT was the third most difficult tax after 
PAYE and superannuation.19 
 
(b) subject to FBT tax because some salary packages for employees span the 
implementation date and cannot be re-negotiated; 
 
For example, it is common for CEOs to have a three or five year 
contract which is usually heavily salary sacrificed. 
 
(c) subject to paying extra cash salary to employees if they renegotiate salary 
packages, unless employees take a pay cut or are within $17,000 limit; 
 
(d) in a worse position than if they were a for profit employers, as they cannot 
claim a tax deduction for their FBT, as they have no tax to deduct it from. 
 
2. Nonprofit organisations that are FBT rebateable (eg, schools and churches) at 
present will be: 
 
(a) subject to FBT tax with no rebate above $17,000 (grossed up per 
employee) because some salary packages for employees span the 
implementation date and cannot be re-negotiated. 
                                                          
17 ATO, Proposed FBT Reforms - General Fact Sheet, undated. 
18Australian Bureau of Statistics, Study of the Workload placed on Small Business by Government 
paperwork 1992, ABS, Canberra, June, 1993. 
19 Ian Wallschutzky & Brian Gibson, Small Business Cost of Compliance Project - Final Report, ATO, 
Canberra, 1993, p. 38. 
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(b) subject to paying extra cash salary to employees if they renegotiate salary 
packages, unless employees take a pay cut or are within $17,000 limit 
(c) in a worse position than if they were a for profit employers, as they cannot 
claim a tax deduction for their FBT above $17,000 grossed up per employee, 
as they have no tax liability to deduct it from. 
 
3. The timed introduction of the FBT reforms will take place in the same period as the 
introduction of the GST which will present many accounting and financial challenges 
for nonprofit organisations. 
 
4. The size of the financial impact on nonprofit organisations and their inability to 
increase income by passing on costs will cause severe disruption to their services, 
often to the most needy in the Australian community.  
 
5. The Tax Reform Paper’s proposed personal income tax cuts will also affect the 
attractiveness of salary sacrifice packages to employees. 
 
Financial Cameos 
 
The following examples of the effect of the reforms to FBT are based on the 
following: 
 
1. The for profit organisation is a company and liable to company tax of 36%. 
2. The FBT rate is presently 48.5 %. The Tax Reform Paper notes that the FBT rate 
will be changed to ensure neutrality of treatment between fringe benefits and cash 
salary following the introduction of the GST, taking effect from July 2000. 
3. The fringe benefit is taken to be an item that is tax deductible by the employer such 
as payment of school fees or mortgage payments. If the fringe benefit was a capital 
item such as a car, it would only be able to be claimed as a depreciable item, a car is 
often 22.5% per annum. 
4. The for profit company is taken as the benchmark for FBT tax paid. 
4. Calculations have been rounded to the nearest dollar. 
5. Figures in brackets indicates a loss. 
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EXAMPLE 1 
 
For Profit Employer    $   $ 
Cost to employer of benefit provided20 8755   15000 
Value for FBT purposes (grossed up)21 17000   29125 
FBT at 48.5% 22    8245   14126 
Tax deduction for benefit provided23  8755   15000 
Tax deduction for FBT paid24   8245   14126 
Total cost to employer25   10880   18641 
Commonwealth revenue26   2125   3641 
 
EXAMPLE 2 
 
PBI (Pre-Tax Reform Package)  $   $ 
Cost to employer of benefit provided  8755   15000 
Value for FBT purposes (grossed up) 17000   29125 
FBT at 48.5%     exempt  exempt 
Tax deduction for benefit provided  exempt  exempt 
Tax deduction for FBT paid   exempt  exempt 
Total cost to employer   8755   15000 
Commonwealth revenue   (2125)   (3641) 
 
 
 
 
 
 
 
 
 
 
                                                          
20This is the value of the salary sacrifice in the hand of the employee. 
21 This is the grossed up value which is the aggregate fringe benefits amount x 1/(1-FBT rate) or 
8755x1/(1- 0.485)=17000. 
22 This is the FBT rate at present, so 17,000 x 48.5%= 8245. 
23 The company rate of tax is 36%, so they can receive a benefit of 36% of the value of the benefit, 
which is 36% of $8755. 
24 The company rate of tax is 36%, so they can receive a benefit of 36% of the value of  FBT tax paid, 
which is 36% of $8245. 
25 The cost to the employer is the cost of the benefit ($8755) plus FBT paid of $8245, which equals 
$17,000. However, the employer receives a tax deduction (benefit) calculated at 36% on the fringe 
benefit itself ($3152) plus 36% on the FBT paid ($2968). Hence, the net total cost to the employer is 
$10880. 
26 This is the difference between the FBT paid ($8245) less the income tax deductions claimed by the 
employer of $6120 which equals $2125. 
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EXAMPLE 3 
 
PBI (Post Tax Reform Package)  $   $ 
Cost to employer of benefit provided  8755   15000 
Value for FBT purposes (grossed up) 17000   29125 
FBT after $17,000 at 48.5%   nil   5881 
Tax deduction for benefit provided  exempt  exempt 
Tax deduction for FBT paid   exempt  exempt 
Total cost to employer   8755   20881 
Commonwealth revenue   (2125)   5881 
 
EXAMPLE 4 
 
Before and after reform 
Nonprofit FBT Rebateable    $   $ 
Cost to employer of benefit provided  8755   15000 
Value for FBT purposes (grossed up) 17000   29125 
FBT at 48.5%     8245   14126 
Tax deduction for benefit provided  Nil   Nil 
Tax deduction for FBT paid   Nil   Nil 
Tax rebate at 48% capped at $17,000  3958   3958 
Total cost to employer   13042   25168 
Commonwealth revenue   4287   10168 
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Recommendations 
 
1. Nonprofits should be no worse off than for profits 
 
The FBT tax is structured the way it is (ie on employers not employees) and a tax 
deduction to employers in order to enhance the efficiency of the taxation system for 
the GOVERNMENT. Nonprofits have been extended exemptions and concessions to 
avoid the technical problems this has brought with it.  
 
The proposed reforms should have as their touchstone that nonprofit employers are no 
worse off than for profit employers. 
 
A PBI after the reforms for $15,000 worth of benefits to an employee will pay $5,881 
in FBT. A for profit company would pay only $3,641. This is because the for profit 
company can get a tax deduction for the benefit provided as well as the FBT tax paid. 
A rebateable nonprofit organisation under the same conditions would have to pay 
$10,168 in FBT. 
 
All exempt nonprofit organisations after the cap limit is reached should pay what a for 
profit company would effectively pay in FBT. Rebateable organisations should pay 
what a for profit company would effectively pay in FBT. 
 
2. Indexing of the cap 
 
It is important to ensure that there is some mechanism for reviewing the amount of the 
FBT exemption cap ($17,000) to keep it  in line with inflation and salary movements. 
Otherwise,  it will diminish in value over the years, until it finally becomes irrelevant 
and is abolished. The cap should be indexed with the consumer price index at the 
minimum. 
 
3.  More flexibility in the cap 
 
More equitable forms of capping could be considered such as a percentage of the 
employees salary or a percentage of the organisation’s total wages bill. The 
commonly accepted limit is 30% of the salary package. This would also have the 
advantage of being automatically indexed. 
 
4. Transitional provisions and timing 
 
There should be transitional provisions for employment contracts signed before the 2 
December 1998 which span the implementation date. The old FBT rules should apply 
until the first review date of the contract. 
 
For many nonprofit organisations, it will be its first brush with FBT and time will be 
required bring accounting and administrative systems into place to cope. It is also at a 
time that will correspond with the introduction of the GST compounding compliance 
and infrastructure issues for such organisations.  
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The significant financial impact on many organisations that have heavily salary 
sacrificed without the ability to pass on increased costs as a for profit might, will also 
have serious effects on the provision of services to needy Australians. Policies should 
be considered to mitigate this and provide for a gradual transition. 
 
The Industry Commission on Charities exhaustively considered the taxation 
exemptions and made a strong recommendation that such organisations be given 
adequate time to deal with the dislocation costs and government financial adjustment 
assistance.27 The Government should heed this advice. 
 
5. GST on salary sacrifice goods 
 
It should be clarified that GST will be payable for any goods received as part of a 
salary package. The GST-free status of their employer should not allow individuals to 
receive goods without paying appropriate GST as final consumers. Goods should only 
be GST-free when used for the actual business of the nonprofit organisation, not 
payment of employees. 
 

                                                          
27 Industry Commission, Charitable Organisations in Australia, Report No. 45, AGPS, Melbourne, 
p.304. 
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ATTACHMENT A 
 
History of Fringe Benefits and Nonprofit Organisations 
 
As a general policy, salaries, wages and fees are taxed as income from personal 
exertion. This is relatively simple when the remuneration is by cash. Employers are 
generally able to claim such salaries as deductions from their taxable income. 
 
Remuneration in the form of a benefit (for example, use of a car) is not income 
according to the common law and legislation was necessary (s 26(e)ITAA 1936) to 
include such benefits as part of a person’s income from personal exertion. Under this 
section the value to the taxpayer of any allowance, gratuity, compensation, bonus and 
benefit in respect of their employment was included in the taxpayer’s assessable 
income and taxed. The administration of this provision proved difficult. Since the 
mid-seventies fringe benefits packages were common when the top marginal rate of 
tax could be as high as 60%. At that time salary  packages were negotiated whereby 
employers provided non-award employees with non-cash benefits and the employee 
would not pay income tax on these benefits. Employers also benefited because they 
negotiated packages where they were also better off through trading off salary which 
was highly taxed for benefits which were not taxed. 
 
For example, if a salary increase of $10,000 was to be given to an employee, then an 
employee would only be $4,000 better off as $6,000 would be payable as PAYE tax. 
If it was all given in benefits,  then the employee would be $10,000 better off. In 
negotiations, a compromise sum (say, $7,500) was agreed leaving the employee better 
off (tax saving) and the employer better off  (cost of the total remuneration package 
was less than giving a straight cash raise). 
 
This type of arrangement lead to a significant tax revenue loss and the 1986 White 
Paper (Reform of the Australian Taxation System) identified a number of alternatives 
to deal with this problem. One was to introduce a set of objective valuation rules of 
benefits with a system of compulsory reporting by employers, another was imposing 
the tax on employers in respect of the fringe benefits involved and a third option was 
to deny an employer a deduction for fringe benefits provided to employees. 
 
The Government decided to impose the tax on employers for the fringe benefits they 
provided to their employees. This was mainly for administrative efficiency, in that it 
was easier to enforce compliance of employers, than a greater number of employees. 
On the introduction of the Fringe Benefits Tax Assessment Act on 1 July 1986, an 
employer’s fringe benefit taxable amount was determined by simply adding together 
the taxable values of the fringe benefits provided to their employees during the year. 
At that time the FBT amount paid by the employer was not tax deductible nor was the 
fringe benefit itself. 
 
Some other employers in Australia are exempt from the FBT altogether. Some 
examples are public benevolent institutions generally and some specific benefits 
provided by certain religious institutions. Public benevolent institutions are not 
required to pay any FBT at all. The public policy reason at the time of the legislation 
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is not clear, but post facto has been rationalised as a subsidy permitting the 
engagement of staff at rates more competitive with private industry. 
 
There was a reduction in company income tax rate on 1 July 1988 that created a 
distortion. The distortion was created because the company rate of tax and the 
maximum marginal income tax rate were no longer aligned.  The result was that a 
corporate employer would save $87 dollars per $1,000 of fringe benefit against giving 
the same employee a net (after income tax) monetary payment of $1,000. 
 
The Taxation Laws Amendment (Fringe Benefits Tax Measures) Bill 1992 was 
introduced to impose fringe benefits on the gross benefit obtained. The benefit is 
“grossed up” by adding the fringe benefits tax to the net benefit. Under this system, 
the amount of FBT paid could be much higher, but the employer is allowed an income 
tax deduction for both the fringe benefit itself as well as the FBT paid. Nonprofits that 
were exempt from income tax (but not FBT) could not take advantage of the 
allowable deductions because they paid no income tax and hence could not take 
advantage of the deduction. 
 
However, after representations by nonprofit employers who were exempt from 
income tax (but not FBT), amendments were introduced to the Bill. The 
supplementary explanatory memorandum stated that, 
 
“Purpose of Amendments: To provide a rebate of fringe benefits tax payable 
to certain income tax exempt employers to ensure that their liability to fringe 
benefits tax is not substantially different from the amount that would have 
been payable if this Bill had not been enacted.”28 
 
The Treasurer in his press release on the amendments gave a clear warning in these 
terms, 
 
“While the government has recognised the position of non-profit organisations 
by providing them with concessional treatment under the new tax 
arrangement, it places a high priority on preserving the integrity off the FBT 
system. The Government will review the position if there is evidence of abuse 
by those organisations covered by the special arrangements. In particular, a 
substantial increase in the provision of fringe benefits by those organisations 
may necessitate a review.”29 
 
Senator McMullan Parliamentary Secretary to the Treasurer said in the debate on the 
Bill, 
 
“The Government amendment to provide a rebate to non-government non-
profit organisations so that the impact of this grossing-up is not as severe on 
them as it otherwise might have been has been well received, though it would 
not please the tax purists because those non-government non-profit 
                                                          
28 Supplementary Explanatory Memorandum to  Taxation Laws Amendment (Fringe Benefits Tax 
Measures) Bill 1992. 
29Dawkins, Federal Treasurer, Press Release dated 11 December, 1992. 
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organisations also have the capacity, which some unfortunately have 
exhibited, to abuse the tax system in the way that they go about providing 
remuneration packages to their employees. Nevertheless, they are providing a 
socially worthwhile function and, provided there is no flagrant abuse of this 
rebate mechanism, we think it is a fair compromise between tax purity and 
fairness and socially desirable outcomes.”30 
 
The strict interpretation of the law is that there is no limit on the proportion of salary 
of an employee of a public benevolent institution and this was confirmed by the 
Australian Taxation Office.31 
 
In December 1993, the Government charged the Industry Commission with 
investigating charitable organisations and one of the terms of reference included the 
appropriateness of the taxation treatment of charities. Most of the six hundred 
submissions to the Commission referred to the tax exemptions of nonprofit 
organisations in one way or another. For some it was a moral issue of tax avoidance 
and recommended the abolition of the exemption, others recognised the moral issues 
but as long as one was restrained, then it was acceptable. For others it was a way of 
the government subsidising their services and the more use they made of it, the better 
service they could provide to the Australian public. It must be realised that such tax 
planning as salary sacrifice involves has been largely driven by nonprofit 
organisations finding that their funds from government are decreasing and their 
mission increasing through government withdrawal of public services. It was a way in 
which with little expenditure, major savings could be made immediately. In many 
organisations the salary sacrifice benefits went wholly or partially to the organisation, 
rather than to the employee. 
 
The Commission considered three options, 
 
1. To place a restriction on the amount of exempt fringe benefits, 
2. To remove the exemption immediately and provide adjustment assistance, or 
3. Announce the removal immediately and remove in two years time.32 
 
The Commission preferred the third option, because it avoided the dislocation costs 
associated with immediately withdrawal and avoids the compliance costs associated 
with caps. However, it recommended that the salary shortfalls be funded by direct and 
transparent government funding. 
 
Due to the election that was to follow the Industry Commission report, both major 
parties gave assurances that fringe benefits exemptions would not be altered, although 
some members of Parliament expressed concerns about salary packaging in State 
government hospitals.33 Further pressure on Prime Minister Howard in 1997 
                                                          
30 Senate Hansard, 1992 p 4949, 15 December, 1992. 
31 Taxation Liaison Group, FBT Subcommittee, minutes of meeting of 15 September, 1994. 
32 Ibid, at p 304-5. 
33 Lawrence, C, Bilney, G, Willis, R & Gear, G, Government Welcome Report on Charitable 
Organisations, Joint Media Release, Canberra, 27 September, 1995. 
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prompted a press release which reaffirmed that the Industry Commission reforms 
would not be implemented.34 
 
The ATO has been concerned for some time about the abuse of fringe benefits tax 
exemptions as shown by its press releases,35 audits36 and policy revisions.37 A recent 
audit of all sixteen Australian Football League (AFL) clubs revealed non-compliance 
by every club with fringe benefits procedures. The ATO collected $2 million in 
penalty taxes from the clubs and established an on-going investigation.38 The Federal 
Parliament has had a number of inquiries39 which have revealed fringe benefits rorts 
from the sector costing the revenue at least $200 million a year.40 An often cited 
example is that of high income earners such as medical specialist employed by public 
hospitals have been sacrificing so much of their salaries that they are entitled to social 
security benefits, family allowances and are under the threshold or can reduce their 
liability for the Medicare surcharge, Superannuation Contribution Surcharge and 
Child Support liabilities. 
 
The final straw came when State governments started to announced that all their 
employees could salary sacrifice and this would be part of enterprise bargaining 
agreements.41 For example, in July as part on negotiations for pay rises for teachers, 
both Queensland and New South Wales State Governments announced that teachers 
would be able to take their salaries through salary sacrifice. The New South Wales 
government announced that teachers would be able to sacrifice up to 50% of their 
salaries. A teacher earning about $50,000 would save approximately $4,700 in tax.42 
 
The Tax Reform Paper was released in August 1998. This is discussed in the first part 
of the paper.  
                                                          
34 Prime Minister, John Howard, Press Release, “Enhancing Business and Community Sector 
Partnerships”, Canberra, 19 November, 1997. 
35 “Taxman attacks Salary Perks”, The Australian, 27 February, 1998, p.1; “Charities Accused Over 
Tax schemes”, The Courier Mail, 28 February, 1998, p.1; “ATO Launches Inquiry into Salary 
Packaging”, 27 February, 1998, p.3. 
36 “Tax Office Winds Up Audit of AFL Clubs”, The Weekend Australian, 1 March, 1998, p.68; “Tax 
Office and AFL Team Up”, ATO, Nat 98/51, 5 August, 1998. 
37 National Taxation Liaison Group - FBT Sub Committee Minutes, 12 March 1998 at agenda item 3. 
38 “Tax Office and AFL Team Up”, ATO, Nat 98/51, 5 August, 1998. 
39 Senate Economics Legislation Committee, Hansard, 18 August, 1997 at p.57. 
40 Industry Commission, op cit, at p.302. 
41 “Cars, PCS figure in pay deal”, The Courier Mail, 25 May, 1998, p.1. 
42 New South Wales Minister for Education and Training News Release, 28 July, 1998. 
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Table 1: Tax Expenditures Reference Table 
Source: Tax Expenditures Statement 1996-97. 
Index Date Description 1993-94 
$m 
1994-95 
$m 
1995-96 
$m 
1996-97 
$m 
1997-98 
$m 
1998-99 
$m 
1999-00 
$m 
2000-01 
$m 
 
Foreign Economic Aid 
 
           
FA13 1986 FBT exemption for benefits provided by certain international organisations 
(Section 55). 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
 
 
Health 
 
           
           
H6 1986 FBT exemption benefits provided by public hospitals to employees, and benefits 
provided to employees of public hospitals if they are employed by a State or 
Territory health authority rather than the institution itself (Section 57A). 
 
 
 
 
60 
 
 
 
115 
 
 
 
170 
 
 
 
175 
 
 
 
180 
 
 
 
185 
 
 
 
190 
 
 
 
195 
 
Social Security 
 
           
SS21 1986 FBT exemption for benefits provided by public benevolent institutions, excluding public 
hospitals, to employees (Section 57A). 
 
 
30 
 
70 
 
75 
 
150 
 
155 
 
160 
 
165 
 
170 
SS22 1986 FBT exemption for accommodation, fuel and meals for live-in employees caring for 
elderly or disadvantaged (Sections 58 and 58U). 
 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
 
na 
NAF15  FBT rebate for specified categories of non-government, non-profit organisations from 
1April 1994 (Section 65J). 
 
 
nil 
 
35 
 
45 
 
55 
 
55 
 
55 
 
60 
 
60 
NAF17  FBT exemption for fringe benefits provided by religious institutions (Section 57). 
 
 
80 
 
150 
 
 
155 
 
160 
 
165 
 
170 
 
175 
 
180 
NAF18   FBT exemption for staff accommodation at religious institutions and meals provided in 
religious houses (Section 58T). 
 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
<5 
 
 
 
